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SUBJECT: Child Support Enforcenent

SUMVARY

This bill would create within the California Health and Human Servi ces Agency the
Departnent of Child Support Services (DCSS) to replace the Departnent of Soci al
Services (DSS) as California’s Title IV-D agency. In addition, this bill would
transfer fromthe county district attorneys (DAs) or the new local child support
agencies to the Franchi se Tax Board (FTB) the responsibility and authority to
enforce collection of delinquent child support. This transfer would create and
establish within the FTB a statewi de child support delinquency enforcenent
programin support of the county through the DCSS. Under this program counties
woul d be required to transfer to FTB all child support accounts greater than $100
and nmore than 60 days in arrears or as otherw se defined by guidelines prescribed
by the DCSS, in consultation with the FTB. However, the FTB could transfer back
to a county or allow a county to retain a child support delinquency if the FTB
determ nes the transfer or retention of the delinquency woul d enhance the
collectibility of the delinquency. Upon transfer of the delinquency, FTB would
have the authority to enforce collection of the delinquency as though it were a
del i nquent personal incone tax liability.

For purposes of this analysis, “collections” means the receiving, receipt, and
posting (cashiering) of noney. “Enforcenent” is taking an action to conpel
paynment of a child support or medical support obligation. An action involves
both direct enforcenent actions, such as seizure of a bank account, and i ndirect
actions that result in paynment of support, or suspension of a business or
driver’s license.

Additionally, this bill repeals and renunbers (recasts) various existing |aws,
some of which pertain to FTB' s child support delinquency enforcenent program

Further, under this bill, certain persons currently required under federal lawto
file an information return reporting non-enpl oyee personal services (independent
contractor registry [ICR]) for which $600 or nore was paid would be required to
accelerate the reporting of those services and paynents to Enpl oynent Devel oprent
Departnent (EDD), operative July 1, 2000. The reporting would be required by the
earlier of 20 days after entering into the personal service contract with
aggregate paynents in excess of $600 or when paynments made exceed $600. The
informati on could be used for child support enforcement, tax enforcement and EDD
pur poses.

Thi s anal ysis addresses only the provisions directly affecting FTB's child
support delinquency enforcenent provision. The remainder of the previous
anal ysis of the bill still applies.
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BOARD PCSI TI ON

AB 196 -- Pending. Inits neeting of July 6, 1999, the FTB took a position of
"neutral, point out problens" on the May 18'" version of this bill, specifically
pointing out the concerns with that version's six-county pilot.

SB 542 - Pendi ng Inits neeting of July 6, 1999, the FTB took a position of
support on the July 6'" version of this bill that included only intent |anguage.

EFFECTI VE DATE

This bill would be effective January 1, 2000; however, the various provisions are
operative as follows:

Begi nni ng January 1, 2000, the DCSS woul d be created and repl ace the DSS as
California’ s Title |1V-D agency.

On January 1, 2000, the responsibilities and authorities for the enforcenent
and collection of child support delinquencies would be transferred fromthe
counties to FTB.

On January 1, 2001, the transition of duties fromthe DA to the local child
support agency woul d begi n.

By July 1, 2001, automation necessary to acconmobdate FTB s augnented col | ection
activities would be operational.

By Decenber 31, 2002, the transition of duties fromthe DA to the local child
support agency and the transfers of the delinquencies to FTB woul d be
conpl et ed.

PROGRAM HI STORY/ BACKGROUND

One of FTB' s core conpetencies is the collection of accounts receivabl e

(del i nquenci es), which includes the conprehensi ve managenent thereof.

Compr ehensi ve accounts recei vabl e managenment requires effective and efficient
aut omat ed systens, the establishnment of policies and procedures, and a trained
enforcenent staff to ensure that every account goes to the right resource at the
right tinme to give the account the highest probability of collection. Under
FTB' s conprehensi ve managenent of its tax accounts receivable, FTB decides the
manner in which debtors are brought into conpliance and the anmounts coll ected
are maxi mzed. Wiile FTB s existing child support delinquency enforcenent
program has been viewed as a successful collection program DAs have the overall
responsi bl e for managi ng the accounts receivables of the child support

del i nquenci es.

Presently, FTB is designing and devel opi ng a new accounts receivabl e enf orcenent
system for the enforcenent of personal incone tax (PIT) and bank and corporation
tax (BCT) delinquencies (Accounts Receivable Collection System[ARCS]). PIT and
BCT systens are schedul ed for inplenentation March 2000 and June 2000,
respectively.
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ARCS is a client-server based conputer systemthat can nanage up to 4 mllion
accounts in a conpletely paperless format. It routes accounts fromaction to
action according to programred decision rules that reflect the best avail able
know edge about the sequence of actions nost likely to collect that account.

ARCS wi || eval uate account characteristics daily to determ ne which accounts need
action taken that day. To the nmaxi num extent feasible, automated data exchange
medi uns are used in conjunction wth ARCS

In addition to routing accounts, ARCS will update collection records for each
account and generate billing notices, |evies and bankruptcy clainms. ARCS is
designed with built-in flexibility and expandability to accept additional debt
types and vol unes, so that the system can be augnmented with hardware and software
to neet increased workloads, e.g., child support enforcenent. ARCS has the
capability to process nore than 220 million records of asset information to
inprove the state’s ability to | ocate debtors and their income sources.

ARCS uses a software conponent called Strata as a deci sion-making tool in the
managenent of accounts receivable. Strata uses statistically validated
predictors of an individual’s debt-paying characteristics to categorize accounts
and assign themto the collection strategy nost likely to produce results. Once
t he account has been assigned to a strategy, the system nmanages the arrearage at
all times ensuring that the right collection action will be taken on every
account at the right time. The right action may consist of an automated action
or of a staff person taking an action. Thus, automated account nanagenent

i ncor porates both automated and manual activities.

When t he debtor contacts FTB regarding tax collection matters, a trained
collector works with the debtor to develop a plan to bring the debtor into
compliance with the current year’s tax liability and to resol ve the delinquency
over tinme. Installnment paynment agreenents and el ectronic funds transfers (EFT)
directly fromthe debtor’s bank account are critical tools in achieving this
second objective. FTB s experience with installnment agreenents using EFT shows a
reduction in default rate from40%to 2. 5%

As a part of its automated tax enforcenent processing, FTB has automated the
process of filing clainms in Bankruptcy Court.

For those obligors who reside outside of and have no assets in California and owe
a child support delinquency to California residents, FTB contracts with private
collection firnms to enforce that delinquency. The private collection firns
charge FTB for the cost of collection services at a rate of approxi mately 18% of
the total dollars collected on each case. Approximately 17% of the cases in
FTB's current inventory are interstate cases. FTB and the counties have limted
experience in collecting interstate debt on a | arge scal e basis.

SPECI FI C FI NDI NGS

Currently, Title I'V-D of the federal Social Security Act requires each state to
create a programto | ocate noncustodial parents, establish paternity, establish
and enforce child support obligations and collect and distribute support
paynments. Title IV-D requires each state to have a plan that provides for a
“single and separate organi zational unit” to admnister its child support plan
Under California |law, DSS, which is within Health and Human Servi ces Agency, isS
designated California s single organizational unit to adm nister the state plan
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for securing child support, and its director is generally required to set forth
the related policies (Wl C 11475).

The DAs are del egated by |law responsibility for establishnment, enforcenent and
collection activities, which include the establishnent of paternity (Wi C
11475. 1) and securing a wage assignnent by court order or other |egal neans
(support orders). The DA may enforce a support order issued to any noncust odi al
parent for the benefit of any custodial parent, regardl ess of whether the
custodi al parent is or has been on welfare.

Begi nni ng January 1, 1998, under California |law, for those support orders that
the DAs are responsible for enforcing, the DA is required, unless specifically
excepted by DSS, to refer cases that are 91 days delinquent to FTB for
enforcenent as though they are delinquent final personal inconme taxes. Cases
nmore than 30 but | ess than 91 days past due may be voluntarily referred to FTB
for enforcenent as though they are delinquent final personal incone taxes.
Additionally, DAs may voluntarily refer current child support obligations to FTB
for issuance of a wage assignment and collection of the resulting paynents.
However, to date DAs have expressed little interest in referring such cases to
FTB, and staff has suspended inplenentation of the process/systemthat would be
required if FTB were to issue and coll ect wage assignnments for current support.

Once an account is referred to FTB for enforcenent, FTB is required to send a
notice requesting paynent to the obligor at |east 20 days before it begins
collection activities. Upon receipt of the notice, if the obligor does not
contact FTB or the county to nmake paynents or otherw se resolve the matter, FTB' s
aut omat ed conputer systemw |l begin searching for enpl oyer and bank account
information (asset information). Once assets are |ocated the automated conmputer
systemw || issue an appropriate w thhol di ng orders. When an enpl oyer is
identified and an earnings w thholding order is issued by FTB, the county
sonmetinmes rescinds the referral of the delingquency and may replace FTB s earnings
wi t hhol di ng order with a wage assignnent for the current support and an anount
for the delinquency. Typically the anmbunt added to the wage assignment for the
del i nquency is less than the anount subject to garnishnent via FTB s earnings

wi t hhol di ng order.

Though FTB presently has the authority to attach disability paynments, workers
conmpensati on and unenpl oynment insurance to collect child support delinquencies,
it has not devel oped the conputer interfaces needed to attach these noneys on an
aut omat ed basis. Additionally, though FTB presently has the authority to issue
warrants for the seizure and sale of vehicles, or to attach funds fromthe day-
to-day operation of a business of the obligor (till tap or keeper action), these
actions have not routinely been initiated by FTB because it has been focusing on
refining its automated process and phasing all participating counties into the
program Further, even though FTB has the use of all enforcenent renedies

avail able to the DA and technically may have the authority to suspend business
licenses or driver’s license for the failure to pay a child support

del i nquenci es, the use of these renedies has been left to the DAs.

To administer FTB' s existing program FTB receives fromthe DA only the identity
of the obligor and the anpbunt due. After FTB receives and collects paynent, it
notifies the Controller of the amount collected and to which referring county to
transfer that amount. The DA maintains the case file information and di sburses
FTB chil d support collections.
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Chil d support delinquencies that accrue after the custodial parent received aid
fromthe state and coll ected after October 1, 1997, will be distributed to the
custodi al parent first rather than to the state for rei mbursenent of the costs of
that state aid. Beginning Cctober 1, 2000, collections of child support

del i nquenci es that accrued before the custodial parent received aid fromthe
state also will be distributed to the custodial parent first rather than to the
state for reinbursenent. In addition, regardl ess of when the delinquency
accrues or is collected, the custodial parent may be eligible for the first $50
coll ected, as an incentive paynent. Therefore, while FTB knows the anpunt it
collects, and in the case of multiple child support delinquencies for the same
person can provide basic accounting for the nultiple collections, FTB does not
know how t he anbunts are to be di sbursed and what part is to be applied to the
delinquency, if any. FTB relies on counties to provide updated bal ances on a
tinmely basis.

Under this bill, DCSS would replace DSS as California s single organizationa
unit to admnister the state plan for securing child support, and its director is
generally required to set forth the related policies (former W&l C Section
11475(a) woul d be recast as FC 17202 in this bill). The county local child
support agency woul d replace the DAs for the establishment, enforcenment and
collection activities, which include the establishnment of paternity (former W& C
Section 11475.1 woul d be recast as FC 17400) and securing a wage assignnent by
court order or other |egal means (support orders). FTB would support the
counties by managing the state’s child support delinquency enforcenment program
as follows:

(1) The transfer of the responsibility and authority fromthe county to FTB
woul d be effective January 1, 2000; however, autonmation necessary to accommopdate
FTB' s augnented col |l ection activities would be not be operational until July 1,
2001. To acconmopdat e automati on devel opment and the workl oad growth, the
transfers to FTB woul d be phased in over 36 nonths.

(2) Upon transfer of the delinquency, FTB would have the authority to enforce
coll ection of the delinquencies as though they were a del i nquent personal incomne
tax liability. Existing law pertaining to FTB child support delinquency program
generally would continue: (1) at |east 20 days before enforcement activities is
to begin FTB is required to send to the obligor notice advising the obligor that
failure to pay will result in enforcenment actions; (2) FTB would have the
authority to enforce collection using the services, information or enforcenent
renedi es available to either FTB (to enforce collection of a delinquent personal
inconme tax liability) or the county or Title IV-D agency (to enforce child
support delinquencies or |ocate absent or noncustodial parents for purposes of
col l ecting delinquent child support); (3) FTB s collections would be sent to the
counties for disbursenent.

(3) Counties would be required to transfer to FTB all child support accounts
greater than $100 and nore than 60 days in arrears or as otherw se defined by
gui del i nes prescribed by the DCSS, in consultation with the FTB.

(4) The transfer of a delinquency to FTB could not be rescinded by the county
but instead would renmain with the Franchi se Tax Board. However, the FTB coul d
transfer to or allow a county to retain a child support delinquency if the FTB
determ nes the transfer or retention of the delinquency woul d enhance the
collectibility of the delinquency.

(5) FTB would work with the counties for total resolution of the child support
obligation. The goal would be for obligors to be in conpliance with their
current support obligations, in conjunction with paynent of their arrearage. FTB
woul d work with the counties to resolve any issues regardi ng wage assi gnnents and
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could nodi fy as necessary any wage assignnent adm nistratively-issued by a
county.

(6) FTB woul d seek, in cooperation with the DCSS, any federal waivers necessary
for the efficient admnistration of this program including any waivers relating
to wage assi gnments.

(7) Al counties in California would be required to participate in the
statewi de child support delinquency enforcenent program including the federally
mandat ed financial institution data match and | evy process.

(8) In the event the debtor owes both delinquent child support and personal
i ncone taxes, paynent of the delinquent child support would be enforced by FTB
bef ore the personal tax debt.

Pol i cy Consi derati ons

FTB woul d be transferred the responsibility to nmanage the accounts
receivable a year before the transition fromthe DAs to the | ocal agency
woul d begin. FTB s phase-in of the transferred cases woul d begin during
the period of transition; yet the transfer and transition are schedul ed
for conpletion at the sane time, Decenber 31, 2002. To the extent
possi bl e, additional thought should be given to the overall scheduling of
events as it may be less disruptive to collections if adm nistratively
the transfer of cases to FTB were acconplished either well before, well
after or in conjunction with the plan for the transition fromthe DA to
the | ocal agency.

The workl oads created by this bill are in keeping wwth FTB s recogni zed
core conpetency of enforcenent of child support delinquencies. However,
the bill could be nmade clearer that FTB woul d not be perform ng functions
that are case nmanagenent.

In the event the taxpayer owes a personal incone tax and a child support
del i nquency, this bill changes existing enforcenment priority by giving
the enforcenment of child support priority over taxes. This priority is
in keeping with current business practice under other California | aws and
the spirit of federal |aw regarding child support enforcenent. Federa
regul ations require that once an enployer is |ocated, an earnings

assi gnment nust be issued and take precedent over any other earnings

assi gnment, w thhold order and/or other |evy.

| npl emrent ati on Consi der ati ons

Wth the responsibility for conprehensive accounts recei vabl e nanagenent,
FTB' s first goal would be to work with counties to bring obligors into
compliance with their current support obligations and second to resolve
their arrearage w thout causing an unreasonabl e financial hardship on
obl i gors.

FTB ultimately woul d be responsible for the collection of all child support
accounts in California that exceed $100 in delinquent anpunts and are over
60 days past due. However, as necessary to maximze efficiencies, an
account could be transferred by FTB back to the county or the county could
be allowed to retain the account. Staff recognizes the threshold for
transferring the responsibilities, authority and amount of delinquency is
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subj ect to change through guidelines prescribed by the DCSS, as the title
I V-D agency.

To establish the conprehensi ve managenent of child support delinquenci es,
FTB staff anticipates it would inplenment the technol ogi es and i ncrease
enforcenent staff, as foll ows:

(A) Child Support ARCS and Strata. FTB would nodify PIT ARCS to acconmodat e
t he needs unique to child support delinquency enforcenent. All collection
activity — both automated and manual intervention — would occur within this
processing engine. Mdifying PIT ARCS, which would take 12 to 18 nont hs,
woul d significantly reduce the tinme otherw se needed to start the expanded
collection activities. Wth the PIT ARCS nodification, staff anticipates

t he augnented collection activities could begin by July 1, 2001. The
components of this nodification process include software nodifications,
changes to the user interfaces, business process re-engineering and full
systemtesting.

The inmplenmentation of Child Support ARCS involves identifying and

i npl enenting the automated functions necessary for accepting data fromthe
58 counties and putting it into a format that Child Support ARCS could
process. The interface also would contain collection information and use
this information to update bal ances due frominformati on updates fromthe
counties. Finally, the interface would provide paynent information back to
t he counti es.

However, neeting the July 1, 2001, deadline, would cause resources to be
diverted fromthe PIT and BCT ARCS projects to Child Support ARCS. This
woul d delay the currently schedul ed i nplenentation of PIT ARCS from March
2000 to between June and Septenber 2000 and BCT ARCS from June 2000 to
between April and June 2001

(B) Information System Exchanges. Staff anticipates it would use autonated
means to obtain information fromother data sources within and wi thout FTB.
Staff anticipates it would have the capability of interfacing via automation
with tax and notor vehicle or driver's license records to obtain address
information and interface with other governnental agencies to garnish
disability paynents, unenpl oynment benefits and workers conpensati on.

(© EFT. Staff anticipates it would use EFT capabilities that would all ow
di rect paynment fromthe obligor’s bank account.

(D) Increase Enforcenment Staff. Once Strata identifies an account with no
readily identifiable assets but the potential for collections, the case
woul d be referred to FTB's enforcenent staff to | ocate and/or nake contact
with the obligor and/or |ocate assets (skip trace). Manual child support
enforcenent activities would begin in a manner conparable to those used to
col l ect taxes.
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FI SCAL | MPACT

Depart nental Costs

Prelimnary research indicates FTB s departnmental costs woul d increase
approximately $3 mllion during fiscal years 1999/00 and 2000/01, $8 million
the third year, 2001/02 and $7 million annually thereafter. The follow ng
table reflects a general breakdown of the costs and positions it would take
to adm nister the statewi de child support delinquency enforcenent program
for the first three years, which totals approximately $14 mllion. However,
as nore information is obtained, these estinmates may be revised.

These costs are based on the assunption that FTB woul d be engaged in
accounts recei vabl e managenent of approximately 900, 000 child support
accounts upon transfer of the responsibilities (400,000 delinquent cases
presently held by the counties plus FTB' s existing inventory of 500, 000)
with a net increase of accounts transferred to FTB annually of approxi mately
200, 000. These costs al so assune that 65% of the paynments woul d be received
through EFT. As a result of the transfer of these accounts, increases are
expected in the nunber and conplexity of inbound phone calls. More paynents
woul d be cashiered at FTB. Qutbound enforcenment calls would be routinely
made. Additionally, costing for filing bankruptcy clains, skip tracing, and
resol ving debtor hardships al so were taken into consideration

Assum ng existing funding practices would continue, 66% of FTB s costs woul d
be paid through federal reinbursenent and 34% from General Fund.

Cost El enment Amount Nunber of Positions
(in mllions)
I mpl ement ati on of ARCS/ Strata $ 7.0 19.5 plus other one tine
costs
Staff to make outgoing calls $ 4.0 61
Staff to receive incomng calls $ 0.5 10
Addi tional cashiering staff $ 0.5 12
Addi ti onal technol ogy support $ 1.5 15
Addi ti onal enforcenment support $ 1.0 22
Tot al $14.0 139 (of which 120 are on-
goi ng)

To the extent that FTB's efforts take over arrearage work currently done by
the counties, there could be cost savings to the counties. However, since
FTB' s costs woul d increase, the new program proposed by this bill may not
result in overall cost savings. Furthernore, counties may incur additiona
costs for neeting the interface needs of the new system

Col | ection Estimate

The potential increase in collections attributable to FTB' s proposed new
enforcenment programis unknown. However, FTB estimates that inplenentation
of a conprehensive accounts receivabl e managenent system woul d i ncrease
statewi de col lections of child support by up to approximately $70 mllion
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annually. This analysis is based on the likely benefits by which a full,
centralized, automated accounts receivabl e managenent effort would increase
collections. This estimate assunes that only a small percentage of the
total delinquent cases would be those cases where the obligor is in
compliance with nmaki ng paynents as required by court order and, therefore,
FTB coul d take no additional actions. Also, this estimte assunes that any

accounts returned to the counties, as allowed by this bill, would have a
m ni mal i npact on collections. This estimate further assunes that federal
| aw and regul ations will not constrain FTB fromfully applying this new

enforcenent programto the collection of child support delinquenci es,
including its enforcenent remedi es established in the Revenue and Taxati on
Code.

FTB eval uated the reasonabl eness of its estimate of the inprovenent in the
collection of child support arrearages by conmpiling a database of obligors
and mat ching these obligors to their tax information. FTB then applied
assunpti ons about the percentage of inconme that it mght collect.

Col | ecti on D scussion

Staff based the collection estimates on its experience collecting delinquent
child support and assunptions regarding the effect of applying the new
enf or cement program (new t echnol ogi es, additional enforcenment staff and
changi ng the enforcenent processes accordingly) to a greater nunber of child

support delinquencies, i.e., the 400,000 delinquent cases presently held by
the counties, 500,000 delinquencies in FTB's existing inventory, and the
proj ected new 200, 000 accounts that will be transferred annually (growth):

For the delinquencies that counties are not presently referring to FTB
and the growt h, staff projected the new enforcenent program woul d
generate an additional $43 million

For FTB's existing inventory, staff projected the new enforcenent program
woul d i ncrease by approxi mately 2% the nunber of obligors that are
presently being collected from for an estimated $17 million in

addi tional collections.

Staff also is assumng that FTB's activities would result in counties
bringing nore debtors into conpliance with current support orders, thereby
generating approximately $10 mllion in additional statew de collections for
current support.

Al t hough FTB woul d introduce to child support collections new technol ogi es,
addi tional staff and changes in the enforcenent processes, at the sane tine,
several factors dictate a conservative estinate:

Possession of little information on the characteristics of the debtor
popul ation and a | ack of consistent, conplete, historical data about
child support collections in general. Currently, FTB | acks experience
with the inpacts of bringing all of its capabilities to the collection of
child support arrearages.

The percent of cases established without debtor contact. |In about 75% of
all child support cases, the court order is established w thout debtor
contact. In these cases, FTB may not have information necessary to

| ocate the debtor. Also, the current support anmount (which will affect
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any arrearage anmount) may have been determ ned without regard to the
debtor’s ability to pay. Cases such as these would |ower the rate of
i nprovenent .

No data or experience to accurately predict the flow of new accounts.
Since it is known that the newer the case, the better the collection
potential, the age of the arrearages referred to FTB woul d have a mgj or

i npact on collection statistics. The proposed change in the criteria for
referral would affect the flow of arrearages to FTB, but it is not known
by how nuch.

Tim ng considerations. At present all 58 counties may not have the
resources and technol ogy capabilities to neet the phase-in schedule or
provide the tinely information FTB' s system woul d need on a regul ar basis
to ensure program success. Even for those counties that presently may
have the resources and capabilities to neet the phase-in schedule, their
resources and capabilities may be strained considering that during the
time they may be phasing-in to FTB, they also may be transitioning into
the local child support agency.



